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Plant Salety System

Platiorm that assures the physical andmental ini ity
of our human resaurces, basod on the Dupant Sty
Systen.

Talent Monitoring System
ideriufics the tolent required 10 wskure succrsshul
exoclien.

Stratogic Planning Procsss
tdemification and decisien making system that
ricritizns SUBtegic projects that seck 10 create vakee
for our cliants, dnd shargholdidss.

Projoct Exocution Mansgement
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sesuts for complax and igh-impact dbategic projects
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NG MATCRIALS

INDUSTRY SEGMENT

The Bidlifing Matenats indusry segment tompnzes Viiromex: the Ceraric Tiios business, dedicated to the

production of wafl and fiaor coramis THes, the Wator Heaters busivess, Tocused on thiz proghiction. df watcr
and ambient heaters, as well as the Bathraorn Fixtue busingss.
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CONSOLIDATED RESULTS

HET REVENUES

Net revenues-for the year were P52
deciine from 2002, This was printipally
yasroveriyes deireise i Mowatang;

roverases, Sals 6 thit industry 5o 2
5% of GISSAS vonsoixdaind seio.

The 9% dedine in Motaland Auomptive;
mainty caused by the 33% discling ok

sk s 3lso well e
daperiance a jecovisry in Saos yohFns
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T o explainéd
15 By the 2% aecing in 'Siles at i Buiding Materials
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 Eaport vohumes of ceramic tles, i . Prosented
trGn gy growth Towards the sdcond hatl of the: year
54 divan by the intiprent recovery of the U8, etonomy.
‘Ieu ovehycnxﬁ c:pnrls incressed by Azx o

de?:emﬁon and ammzmc
kmmmnup.d\mr\gx}mywoﬂmnmwa
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Sjacts iation was ato afiodtad

£y the Paso:IS$ and-Euro-USS exchings iate
flurtuatons during the period, Towarts the end of
the yost, capacity wtization st the Bbove mentionad:

" plamsies v mmgemenu cxpcam:-»s, :

aw matesizle, aswell s USS denonﬂnxad

fants bcg-n opuouons dmmg dse ,ear

™eTH Mm of Mo pasd ngamxmeuss;
- Which nogatively- impacted: dhe cost ehmgnned

Key cost recuctions incude: § s 14% reduction in non-
unignized employses. ) & eduction of Ps.S miliion
from the Impusto Sustitste de Crédite Ml Satario
(ISCAS), and i) other costs such as tave! exponses
and advertising.

OPERATING INCOME (EBIT)

', ‘Dpetating income (EBIT) for the yeor wss PEASE
R 2002, Operating
2" imargin (EBVI/Nat fipvenues) dectined from 13% in
1 2002 10 % THE 28 dtop ‘i opeiating ncome was

deding in net revenues mentioned above,
\which praempted the Company from fully and
eBiomly abisarting frod and semidixed cost,
and

"4 ¥ 2% inciensé in opevating cxpenses iménioned
- the provious section,

e T EBITDA

i EBITDATEH the yeor wai Ps,1:253 miflon, 8 13% yoor-
Oeiyge docting, EBITDA mangin. i trn, dmppod
o 20% i 2002 20 8%,

OTHER FINANCIAL TRANSACTIONS

Othei linancial tansactions during 2003 wede Ps 92
idic, marnly g 51

- The :m»cpamd addption of Bullatin C-15 issued
by.the MIPA, which resulted in 3 Ps, 124 million
extropidinaty non-cash charge ta refiect the

COMPREHENSIVE FINANCING COST

Comprehensive Financng Cost during 2003 was P5.158
mithion, o significant docline kom the P5.418 mithon
for the provious yoas,

This decTine it principsfly retatad 1o 3 lower lorsign
cachongo ihuctustion, During 2003 the Mp¥idan Pago . ©
doprociated 745 ogains: the USS, half of e 34%
depreciation for 2002,

The Company took early sdoption of Bullatin:C.10,
iezued by the Mexican institute of Public Accounterits
(MIPA) which establishes .pcaﬁ‘:«commg ride for
fuancial dosivative instnumonts.

Until 2002, and bosed on Bulletin €2 'vssucﬁby e
MIPA, the Company recognizid the reasohable value
of opan positiens ol dedvative instUmMENT within the
sompratensiva finaricing coxt and pasted o P3.50
millions charge For 2003, the Tompany cradited
charcholdars teuity with P58 million.

The most significant apen dervativa positions relzte
T nataal gas, sxchange rate {Ps.AJSS snd EuoU55)
end copper swop agraements.

M’h\nivamhwasdb‘mbwﬂ 2003 ¢
003 X020,

INCOME TAXES AND EMPLOYEES" PROFIT
SHARING PROGRANM .

Ineame taxas for fiscel yasr 2003 incieased 1%
comparod with 2002, In sbsohas forms, incoma taxes
ard cmployees' profit shering incransed from Ps.362
mlion @ 2002 to Ps.3BS milhon in 2003,

The cffsctive income tax rots for the yoar was 36.5%,
compared with 36.5% in 2002,

datenioratior in the valie:of the long tevm assats  NET MAJORITY INCOME i
of the Companys Buthroom Fixtures, Plastic i
hwmonmlds Earamic Tableware operadons; Mot majonty income for the yewr anded Decombor 31,

R ki 2003 was Ps.207 million; 2 7% dectine compared with
thq provious yasr,

Ahct reslts ek tost sthucture was not fully abicrbid”
o5 theywers & 1 remging rp

{;«g;f

iad rached capociy uiizaton favels abiove bidal:
jevenf wddition, during the year manapen\cm

“The moguuén ol iiceme of Py 3% million
nbzamed Feorn. ‘h:  divestiture’ of the paint
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GRUPQ INDUSTRIAL SALTILLO, S. A. DE C. V. AND SUBSIDIARIES

CORNSOLIDATED
BALANCE SIHCETS

1

(Thousands of Mexican pesos of constant purchasing p

Cash and oquivalerts fisclades § 1015351 ad §1.185.426

203-and 2002,

frarm temporary ¥ 0
Trades fetevanie thate & .
Devivative Birancial strimonts tnotas 3y 4)
Ot sccounts secelvable {rote 7y .

7
i

T

BROPERTY, MACHINERY AMD EGUIPMENT fnota )

DEFERRED EMPLOYEES: STATUTORY |,
PROFIT SHARING inote 18)

INTANGIBLE ASSETS tnoig 111

T, Ereesto L

2 de Nigus

Co-chairman

3993178

59,205

6,033,407

712597

5_10798367

b
The sccompanying notes are an integral part of these consalidsted hnancal statements,
i

December 31, 2003 and 2002
ower as of Decemnber 31, 2003}

2002

s 1371417
1.218 841

229832
664035

3614351

54,466

5.433.493

6,285

17139

S__9.880,3%0

30226

LIABRITIES

CURRENTY . - 7 sl
Bankloans . :
Cuiréent partion ol fongatarm totit thore 15
Derhustivo finariciat wistiurnents inotes 3 and 3
Teados paysble . PO B
Othar accounts payabla ot 12)
Income tak, R P
Employoes’ statutory. prof Q:F‘mg *

“Totet cusrent babilities.

LONG TERM: *°
Léng:1orm debt{note 15)
Long-term sundry croditors it 14
Defored income tax (ot 18} -7,
Cthartongterm fabifties

Total kongtatm lakifiies

Tata) Habitvies

Negative goodwill, net (ndte. 2 e

. SYOCKHOLDERS! EQUITY (pte 16)_ .
Myjority capetal ol

Contributed eapral

Earrod suplus

Total PR

Minority. interest
Total stockhaiders’ eqity

Total tiabifives snd stockholdernd’ squity.

2003

$ 40,83¢
331592

7285485
678227
108,856

16,129

1,504,585

a2 VO3S

2,406,190
231,338
731664

$.2713.777

2,037.617

5,154,766

389 844

5,524,810

2222010

$__10.798,387

v

Cartds Loper Villorres!

Co-chaimman

2002

5 37.479
77.281

49,534
503,027
511,866
113,314
17,869

—11887

1310370

2618,154
206 689
503,282

13,564

3,341,689

4.652,059

81815

PR 3 F:LL:

2,020,322

4,837.87¢
328,640
5,168 516

$__ 9,880,390
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GRUPQ INDUSTRIAL SALT!LLOE S.A. DE C. V. AND SUBSIDIARIES GRUPQ INDUSTRIAL SALTILLO, 5. A. DE C. V. AND SUBSIDIARIES

CDI\|SDLID/\ CO iNcoMmE CONSOLIDATED STATEMENTS
STATCMENTS OF CHANGLES IN FINANCIAL RPOSITION
Yeors endod December 31, 2003 and 2002 Yeors ended December 31, 2003 and 2002
(Thousands of Mexican pesos of constant purchasing pawer 23 of December 31, 2003) (Thousands of Mexican pesas of constant purchasing power as of December 31, 2003}
2003 202 U (2. I 2002
o P U e e g . .
Hevssics . . 5 7028568 $ 7.321,085 Consolidated it inéeme s 222398 s 236,853
- & Pl hargos not fequiring (s creting Abt provading)
Costof sales . H 5176721 5,233,548 Josourses:
T ) : Depreciation snd amontization 597,117 517,392
irhpekmions and wiite-0ffs of kng-ived fxéd and non-prodkuctive
o,:cfamg apemsms } 1,196,331 3,171,660 npeR o 138,95 14263
. 3 .  Deforred ncoie tsx and pmployees” stationy profit sharing 69,508 16.439
/- ¢ Operating ncome™™ - 2 48591 5877 Derivatwe financiainstrimiont vatuation 149.534) 49538
- - ; Equitys rosuhs of assaciated company (1.684) 5220
* Comprahensive fnanciat resul: Ao . . Loss an sale of subsidiary, ] . : 5.569
. T il resuf v s Negative goodwilf L 2 %1.815} .
intaimstincome : 1,831} 77,535 : ,' roea :
Inturest axpense . t 13,628 134879 Ponsion plasi and senlersy.promium 2384 1.850)
* Foraign exchanga floctustion . 155.273 363,042 S : eE——
Deérmvative financial instruments {fotes 3 and &) 31,285 49534 -~ Resources gancrated by operation 930,798 903,380
- ition 1o : 59,948 59,460) i . :
Honerary posiion ek o 159.948) (59,460 Wodking capitel: T - :
. S ‘ E Trados recenabin, | (267,167) {27,401)
e o Comprehiengve financiat result not ise.427 410,460 Other pecounts mcv.ﬂv:bleaﬂdprmdewsn (33.819) (138.459)
T LT ER " . Ewentorss 150.693) 125.393)
hot cxpersed, act (ncio 1] vk 91,754 101,126 Trades payable |, 225919 154,346
[ Gbere e nciol 1) . s R Ot necourts payoble
: . . heeme tax and employees” siatory prafit sharing
tncdme bfore: taxes, emplayses” stawtony - Net resourcas generatid by sperating sctitics
: prokt sharing, equity in tha resultéof T c - R e R
o ssvaciated company and minony it st Finaning sctidiliest” 1 - - SR
o ) . Dividongs pod . - : (174,340) (336,049
: e e Bankloans, L 3357
eome tax {note )E) . . 157.467 155,724 Cumens ai dul‘x . B 254,331
Employees’ statutory oroftt shaning inote 18} 22,512 6,494 “Lorigyterem ot . 214,968
C Sunchy eroditors and Gdher kmg form lsbities 62,954
' : 1A 16218 Mgty intorest - [ 28959
: ) : Resbuices jused vod by fnane 39,723
Income bator equity in e sEsults of cparations and ¢ '"39'~"°" bv nancing activiies e A32723)
minority intorest . 250754 242073 Invosting scthitios: .
. . . A:qu:ncn S priparty, sadhinion, ane e (708.455) 910,697
i . 4 Accuision and saki'of subsidises et . 44027
Eaty e o assosited campony . 1,60 5220 pravetlont e R e Loz
: Lo Other assers. 91929 £100.639)
Comsofidated net ivcome o 222,398 236,853 e . e —_—
. - " esoumces, m« mitweslng sctivities o (BABTY o Be0st7)
Munority miorest L . 15,245 8,354
e . T — —— mmm; inéredso 3 cash and cqwblems (21,092) 401,608
- Normajomy income . $ 207153 aaianmamegmngc«yw RTINS 1,371,417 949,608
Ewening por shaxe of majorty fmerest Pdexicon pesos Baanigatend ofyear, T S_ 9350325 S 1371417
of constant purchasing povres 25.0f Decembies 31; : : : g
2003) {note 203 [

The accompanying notes are an intogral part of these consalidated financial staternerts. The accompanying notes 35 an integral part of these consafidated financial statements,
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GRUPO (NDUSTRIAL SALTILLO; S. A. DE €. V. AND SUBSIDIARIES

CONMNSOLIDATED STATEMENTS O
CHANMGES 1IN SFDC!(I—IDLDEHS' CQRUITY

i
' Years ended December 31, 2003 and 2002
(Thousands of Mexican pesos of constant purchasing power #s af Decarnber 31. 2003)

h Cummutative Initial Far
| Gain Allowance for effect efiect valie
i Additional on resale acquisition of holdng of of derivative Toral
Cormmon paid-in of own ol ovm Retained non-monetary detemed financial Majority Minosty storkholders’
stock <apital shaies shates caminas. assets income 1ax instruments — interost cauty
|
BALANCES AS OF DECEMEBER 21, 2061 5 1,852,062 S 121840 $ 170,952 s 154,238 5 7992142 $ {4.884.768) s 700.217 s 4746248 S 204563 § 4950811
Owidends paid (334.049) (334,049 334,049}
Azquishion of own shares (ote 18] 6,420 201 (20.774) 8,682 6662
Minofity common stack ncreass 103,122 103,122
Comprchersive ek 228,499 190,516 419,015 20,955 439.970
BALANCES AS OF DECEMBER 31, mz‘»' . 1,898,482 121.840 191,969 133862 7886592 4,694,252 700,217 4,837,876 328.640 5,166,516
Dividerids paid inota 16} (174,340) (178,340} 1174,340)
Acquisition of cwn shares (note 18) 17.295 15,959 168.770 172,599 35,513 35513
Minority commn ik increese . 25,959 25959
« Accumitated sficets of accrued vacetighs, 125.78)
mote R i (25,786) (25,786)
Fair vatuo of defivative Tnandist inszirnents !
tpotes Jand 4) . S 57.006 57,006 57,006
Comprehensive el ol | 20 21738 422,497 15.245 439,742
. L i
BALANCES AS OF DECEMBER 31, 2003 §__ 1915777 121880 5 176016 8 242232 s__ 7819020 § (8475508 S (00217 57.006 5 5154766 $
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GRUPO INDUSTRIAL SALTILLDY

NOTES T

1S, A. DE C. V. AND SUBSIDIARIES

TO THC COMNSOLIDATCD

CINANCIAL STATEMENTS

1

i
{Thousands of Mexican pesas of constant purchasing power as of Decernber 31, 2003)

i

These financial statements have been transtated hom the Spanish language origina) anly for convenience
f foregn/English-speaking readdrn.
i

The Company's main subsidiaries are the following

{1} DESCRIPTION OF BUSINESHS - ke x N‘lwm
ii * Metad Machanic
Grupo Industrial Saftitia, 5. A. e C. V. (GISSA and/or the Company} 4 a Mexian controfling company 7 Servicips Se Producdion Sehiflo, 5. A. de C. V. snd Subsictiarias; 100%
which is mvolved in three busiloss sectors tiough s subsidiaries: ) Motal mechani, engaged mainty g . .
in manufactusing and solling loundry gray son and aluminum metting products for the automotive “Msnidacturas Cunisa, S, A, de €, V. 00%
industry: (1) Buikling Products. engaged and mainty in manufacturing and tading of teramic tite. Gilunss Dieset, 5. A.de C. V. 100%
water hesthers and bathmon Ttues: 30 (i} Home Products, engaged in manufscturing and iading - Ditemnsa Moldes de Piéstico, 5. A de C V. w00
aramel on steel kitchen Sems and ceramic tabloware for home and insututional use. Contoch, 5. K. do C.V 2 5%
Tochmatac,$. A oo €. % 100%
(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Inchusia Automoziz Cifunss, S| A de € ¥ © 100%
i Citinsa ded Bajo, 5, A. de TV, 100%
The accounting policies and'practices foflowed by the company in the preparation of the financial o ’
statemants se described below: Bailding Products
" Manutecturas Viiromen, S. A, de C. V. and Subsidisres & 100%
) Presantation and disclosure bases L L
| Mo dacrisas Viromex, $. A de €V, 0%
The financial are prepared according to the generally Grupo Calorex; 5. de R, L. de C.V. 00%
sccepted accounting priciples in Maxico (MEXGAAP), which inchude the recognition of the Colontadsres Crisa, 5. Alde C. ¥ 100%
effocts of rflation on the francis inkvmstion, and s exprassad in pesos of constant puschasing Fiinga, 'S, A, de € ’ 100%
pawer of the most recent consaidated batance sheet presented. , "t S, A, deC. V! o 100%
The most significant Nafianal Consumaer Brice Indexes INCP] used for effects of recognizing Yome Products ce X
inflation wave: Comesco, 5: A de C.¥ and Subsidiaries 100%
B sl %, - Cinda, S A0 CLY, 100%
. December 33 Porcalanizados Enasa, S. A, do.C. ¥ 100%
* " Dezembér 33 Corbrmica Santa Anita, 5. A, da TV, 100%
+ Dactmisoria). 2 " Esvimex, S.A de C.V. W00%
For purposes of disclosurd in the notes 10 the finsnicial stataments, pesos or 57 mesns thousands. Othar subsidiaries.
of Mexican pesos, and dollars maans thousands of U.S. doilans, except whem othenwite indicated, Aseacis y Servicios, 615, 5, A. de T V. 100%
i : Adeinistracora Brycoss, S. A do €.V, 100%
! G Hotding Co., Inc. 100%

b) Consolidation bases |
bl

The consolidated financial statements include the assets, liabilities and resuts of GISSA and thase
subsidiaries of which the Company cwns over S0% of common stock and/or has control. All the

Fidoicomiso GISSA ABA M

D Granc idostnal Sabiie aab e contral £f s company.

)
balances and operations between companics of the roup have been efminated in the <onsofidation
M 2 15 Aupart 2002, £1% ot 2 ety of the sumndieny that 7 anutaciaet Lounory Taok, Dremaa S.4 cu G V., was sch

% a1 Eorcpean Crrspany [KTatege BAMiner). Ta e¥act 56 fut THHALBCIGN grawrated & 1045 £ apmmcarmat ey 5 i
i srescs, Ao 295 Banzactien, ooy SPX cf the shaces of Ua) 1UDDOMTY e Twaed Adw Dt date ConDO! A erarcned
[l By ine npw Suslein oarinel thas TS CESITER 1b 0QAUEE wndes the equity mrinoe




13 in Sentemoe 2002, Mangiaciuras Viniomen, $.A de C. Y. accuec Dekor Intemacicast, SA de €. V. assuming
- Tnit o o $61.915, ne,

(€ On Sepremtes 9. 2002, GISSA, 28 ustar, CONETIAC Yo 1 Nacoal Frianciens S.N.C. INAFIND, 26 incorocrace

43 & Non-Bans vz ediary B0 inance tre romoanies of whnen GISSA 15 & srocancldes of parier GISSA

4 o, rezaining Consesuendhy maas ¢l e (isks 2 kw10

cospurate conul and cosation of
i

Cottvec thecec?.

Cash aquivalerts

They are sepresented by tash in chacking accounts and Nighly liquid instruments with maturities
of throe months or less. ilcreases and decreases generated by investments are canied to results,
of the year and includad 3 part of Comprahensive Financial Result {CFRI.

Inventories and coct of ketes
Inventones are prcmumd‘ 31 the lower of replatement cost and market value. The replacement
cost s darermined by the costs of the latest prochuetions (fished products and in-process) and

by the datest puschase pré‘zn fraw materiat and other materials).
[

The cost of seles is :x.pnz‘sv.‘d at replacement cost as of the date of the sales and restated 1o
pesos at the end of the period.

i
Proparty, machinery and equipment

Domestic property. machinery and equipment are rostated undes the method of adjustmant from
general price tevel :hug{gcs. using the NCPI published by the Bonco de Mexico, impornted
machinery and cauipment is restated using the inflation.of the country of origin, which is then
converted to Moxican pasos by using the market exchange fate as the date of the restatomont.
Depreciation of propany, machinery and equipment s caiulstnd under the suaight-Bne method,
based o the vietul lwcs‘;u! the assets. The total useful ives of the main chasses of assets are a1
fobiows: !

y Buidings
i dMachnery and oaui

Z

Investment in shares of associated company

The investment in shares of the assaciated company i which tha Company awns 4% of cammon
stock & recorded for by the equdy method

Intangible ssety

Intangible assets inchide goadwill, Aftor the adoption of Bulletn C-8, goodwill represents the
excess purchase price of the companics aver the smount identilied as tangible snd intangible
asscts of these companies, restated with NCPI facters and amortized under the straght.fine
method aver a penod ot 20 years, the yesr atter 1tis generated, based on the estmated usctul
e and it is subject 1o periodk Mpanment evalustion fsee note 3).

The pre-op: costs for the sod lop:
motors (see note 1) are amartized under the shaight-Ine method over 3 penod of 7 years, atter
the plant starts up operations. Other assets mchude development and implementation casts of

of project EV-6 of aluminum
3 new resource-planning system, which i amortized under the siight-bne mathod oves 3 penod
of 7 years. These assets are subject 10 b penodic impairment cvaluation,
Other assats are presentod at restated valua usmg tha NCPI, net of the comesponding amortization.
Accrusts.

The Campany recognizes, based on managemant cstimates, fiabilty provisions for thase present
obligations where the transfor of assets o1 the provikon af servic es is virtually unavoidable and
vises as consequence of past events, mainly guatantees of products sold, selaries and othes
pagments 1o personncl, which, in the spphicable cases, are recorded a1 present valve.

Nagative goodwill

Neugstive goodwill reprasents the excess book valuo af the shatas aver thew puchase price. It
is smontized under the staight-fine method untl 8 period of § years tsee note 17)




Seniority premium and pension plan
i

]
Acconding to the Federal Labor Law in force, there src obligations regarding severance payments
and scniority premivm, paysble to employees who cease to sender their services under cortain
circumstances. i

i

The poticy adopted is the fallowing:

« Severance payments 3ro charged 1o the Tosulis of the year in which they are made.
- An allowanice is recorddd for seniority promisns.

In addition, the Company has a pension and retvement plan established for its non-unwnized
personnel, n favor of which ft has sat up an imevoeable trust fund

i

“The cost and sllowance gf the seaiority premium and the pension plan was determined based

on calcutations propased by independent actuarics.
tncome Tax (IT), Business Assets Tax (BAT} and Employes's Statutery Profit Sharing (ESPS)

1T is accounted for undey;the asset and liability method which compares the bock 3 tax values.
Deferred tax assits and lisbilities are recognized for the future 1ax consequences atibutable to
tomporary difforenies batween the financial stement carrying amounts of existing assets and
hiabilities and thais réspective tax bases and oparsteng foss and tax credit (AT) carryfoswards.

Deterrod tax assets and fisbiiitios are measured using enacted tax rates expected 10 apply to
taxable incoma in the yoirs in which those temparary diferences ave expected 10 be recovered
or settiod. Tho offect on dofened tex sssets snd abiltes of 3 change in tax rates & recognized
in mcome in the period tat includes the eractment date.

Ooferred E5S 1s racognided anty for temporasy differenees arfsing from the meonciliation of ook
income 10 income for profit sharing purposes, on which it may be reasonably estimated that a
future liability or benefit wﬂl anse and there is no indicstion that the liabilities or benefits witl nal
materialize. i

i
I

1
|
‘
|
|

Restatement of common stock and other stockholders’ equity sccounts

Common stock, allowance for the acquision of own sharas, piaid-m capital, premium on reatiocation
of own shares and retained carnings have boen adjusted by using NCP faciors fom the datcs
the amounts were contrbuted or generated, untd the years end. These amounts represent the
seserve required 1o mantain the vatues of he stockholders” mvestments consiant and are presented
together with histosical values.

Accumulated result of hokling non-monetary assots

Represants the difference between the specific prica-level of nan-monetary assets and the valucs
determined using NCP1 factars, increased or reduced by the related deferred 1ax efocts.

Comprehensive result

The comprohensive result mpresents the net incomic or loss of the period, phs e eflect i such
ponod of those items reparted diectly ' equity, 601 capnal vans,
reductions of distributions. For the year ended Dacember 31, 2003 this nerm inchudes $222.370
from resutt of the year, $47.162 from the cffect of adopting new Bulletrs (sce note 3). 5379.664
35 a resuft af non-monctary assets and ${178,267) a5 mcome taxes assignable to stockhokdars’
equity iterms.

Cumutative deferred income tax effect.

it represents the eHect of rocognizing the cumulative defened taxes a5 of the date the related
Bulletin was adopted

Comprehensive financing resst (CFRY

The CFR inchides mterest mcome and expenso, forcign exchange gains and losscs. valuation
oHects of derivative financial instruments ond monetsry position gains and lasses

Transactions in foreign cursency are recorded af the exchange rate provailing on the date of
oxecution of seniament. Foreign currency aksats ond liabidities are tanstated at the oachange
rate » force at ;e balance sheet date. Exchange diferences arising from asset and labiimies
denominated in foreign currancies 310 reported in operations for the yes:

Monctary position gains and fosses sre datermingd by multiplying the difiereace between
monctary assets and fiabilitras at the beginning of manth by inflatien factars, including defesed
taxes, thiough yearand. The aggrogate of these results represonts the monetary gan o loss
for the year arising from inflation, which it reponed in operations for the yes




@ Revenue recognition

F3

Revenun from the sale of goads 1 recognized upon defivery of the products 1o the customers
The Company provides for sales commissions, returns and discounts a1 the time the sefsted
revenua is recognzed. These provisions are mchuded in sefling expenses or deducted from sales,
as applicable. d

Business concentration “

i
Of the Company’s consdlidated total ncame caresponding to 2003 and 2002, 21% and 22%
wore concentrated mainly on two customess of the metal-mechanic division, mspectively. The
Company provides for notessarny allowancos for doubrlul accowts based on analyses and ostimates
made by management. 1]

Contingencies I
!
i
Liabiiftes for lass contingiencics are recordad when 1t i probable that a fiadifity has been incuned

a1t the amount of the andfor canbe iy estimated. Whon a
reasonable estimation cannot be made. qualitative dischosure is provided in the notes to the

consolidated financial n;.mmmu. Contingernt revenues. earnings or asseis are not recognized
unti thels reslzation is virtually assured,

!
Impairmant of proparty, plant and equipment, goodwill, intangibles and other
nor-current assets .

The Company evaluates periodically the adjusted values of property. plant and equipment
goodwil, intangibles andl other ren-cusrent asscts, 1o determing whether there is an indicgtion
of potential impasment. Recoverability of assets 1o be hatd and used is measured by  comparisan
of the carmymg amount di an assct to future revenues expectad tabe gencrated by the asset. f
such assets are considered imparred, the wnp 10 be recog d by the amount
by which the camyng amiunt of the asset excoeds the expected revenues. Assets to be disposed
of are reported at the lowes of the camying amount or reatizable velue.

u} Finandal instruments

The Company uses derivative financial instrumonts 10 gwe coamty 1o the prnces of same important
commaitics. by studying the histoncal volumes, kiture needs or tommiments acquied, avoiding
exposwie 1o risks other than business operation rizks The Company constantly analyzes s risk
regarding prices, cradit and fiquidity.

Ta reduce the risks resuking from changes m pricot of cortain mdiract raw matesials such as Natural
Gas and Copper {Commodities), based on tho demand and supply of the main international
markets, the Company uses hedging contracts Commadity SWAPS The changes fiom the
consumad volumes are rocognized in cost of sales bs part of apcrating costs of the Company

Faw value of the instrument is recognazed in habilines or asscts, as applicable. At tiosing of cach
month the {air value is restated and, therefore, the vatue of habilines or assets. As mentianed in
note 3, the Company decided for an carly adoption of Bulletn €10, “Financial Instrumants,
Derivatives and Hedging Oporations”, thesetoio, as of December 31, 2003. the fair values of
Commadity SWAPS cffective in 2004, 2005 and 2006, and whase effective portions tha will be
offset 1 the risks of asscts up 16 the time they are uted, were recognized within the comprehensne
result account in stockholders' equity of the Company,

The foreign exchange rate fhictuation risks. with espect 1o the U S. dofias and ather cumencies,
are hedged with hedging exchange financial mstruments. The diffesences darved from the
fluctuations between the exchange rates establisiod s the mark et and those 34t in thasa contracts
are recognized in resulis of the year, net of tha costs. expensos fincomal from the asscts or
Jiabilitics hdged. The efacts sre recagrized i the cast of saies when the eHective porons of
hedging of prices of commodriies materialize whan consuming the assat being hedged. and in
CFR when tinancial assots and liabilities are hedged.

The estimated fair value represents the smount for which a fnancist asset ean be exchanged ot
a financial liabilty can be setied between interastod and wilkng parties, 1 8 free wade Mansaction
Whn there is  refersnce market, the fair valuo conosponds to the vahie determined by such
market. o1 eisa. it can be determined by using the not presont vekse of projected flows or he
vahation theough ceftain mathematics) models




3] ACCOUNTING CHANGES

¥) Usa of estimates

i
)

The of financist in conformity with MEXGARP raquires
management 1o make citimates and assumplions aflecting the reported amounts of assets and
abilies and disclosure of contingent assets and liabifaies a1 the daie of the firancial statements
and the reported amounls of revenuas and expenses during the reporting period. Actual resutts
could difier from thase estimates and The impartant i bject to these estimaies
and assumptions inchidd the book value of property, machinery and equipment; the valuation
estimates of accounts refeivabl, iventories snd deferred ax assets; the valuation of fmancial
insuruments and the asséts and fiabilties related to tabor cbligations, Actual results could difier
from thse estmates andl assumptions.

w) Redassifications |
L
The consolidated financiz! statements as of December 31, 2002 inchude certain reclassifications
1o conform thelr presenttion to that of 2003,

(a) Derivative financisl instruments

The Mexican Institute of Public Accountant IMCP) issued Bulletin €-10 *Desivative financial
instrsments ang hodging operations”. effective January 1, 2005, with an cady adoplion
encouragement. One of the main provisian of this new standard is the classtication of hedging
through derivative finanicial instruments accarding to the exposure to be hedged, in thice
accounting madls: on 3 vakues, on cash flows and on net investments of subsidiaries located
sbxoad, Bulletin C-2, “Fiiancial prstruments” only divided derivative finsncial inssumerts sccording
10 the Campany’s xmmr%sm cither tor hedging purpeses or niegotiation o1 specutation puposes.

Bufletn C ions thit in 2 hedging exposurs of cash fiows the otfective poruon (documented,
designated and measwed hom the beginning of the operationt of the gains of losses of the
hodging instaument should be ized within the account :

equity, before baing offget to assat or fiabilities whose fisks will-be hedged andion ofiset. The
non-cfiective portians fportions not hedging o that stop hedging the designated risks] should
bo mmediately recagnied in results of the period.

The Company detided on the eardy adoption af Bulletin C-10 for 2003, thus, it proceeded to
reclassity the gains fror oHoctive hedging amounts for the derivative financial instrumencs
previously recognized in'the Income Statement according to Bulletin C-2 and record them as &
credit 10 stackhotders’ aquity accounts, for $57.006, net of deforred 1ax, which comesponds 1o
e uwpalized portions 2::« these derivative financial instuments.

) Liabi

ies, sccruals, contingent atsets snd labilities, and commitmonts

tn December 2001, the Mexican Instriute of Public Accountants issued the new Buflotin €9,
“Liabilitics, Accrusts, Contingent Assets and 4iabnlitics. and Commitments”. New Bulletin €9,
efiectva for fiscal yoars beginaing after December 31, 2002, supersedes former Bufietns €9,
“Liabilries,” and C-12. *Contingencics and Commitmonts™. New Bulketin -9 estabhshes additional
guidance clarifying the accounting for tisbiltics. sccnuals, and cantingent assots and fabiltes.
and establishes new standards fos the use of present vahue techniques to measur e tiabilities, and
accounting or the eardy sefilemant of habilities bnd convertible debt. Additianalty, now Bullatin
C-9 establishes now rules for drsclosing commutments arsing fiom cumrent business operations.

The Company adopted this Bullatn in 2003, recognaing an accumutated effect from accrued
Vacations of $25.786, which was recorded m stockhotdors’ equity. net of deforred tax for $12,135.
As of December 21, 2003 the accrued vacation obligaton amounts to $37,921 and is ncluded
in other accounts payable in the balanee sheat

Intangible assets

tn January 2002, the Mexican nstrute of Pubkc Accountants issued the now Bulletin €-8, “iangible
Assats,” cfiective for fiscal yoars beginning after December 31, 2002, Now Builetin C-8 supersades.
farmer Bullatin C-8, *Intangbles.” and cstablishas tist quakdying project devalopmant costs be
copitalized as intangibla assets i the crteria for mtangible asset recognition are met, The principal
criteria are that these costs be wentifiable, that thew i ressonable cartamty that thase costs will
gencrate future benefits to the Company, and that the Company has control over such benefis.
Other costs, not meeting the new criteria and inturred after the efiective date of new Sulletin
€8, should be cecognized as expense when ncuned, Pro-operating expenses previously
rocognized undes former Bulletr C-B witl contnua 10 be amontized, subject 10 panodic mpairment
evaluations. Development costs mcumed in 8 pre-aperating stage may be capitatized stter
meeting certain canditions under new Bulletin C-8.

This Bullotin ako requires that intangibles acquirod n s business combination be sccounted for
1 fair value at the date of the purchsse snd be soparately reported, unless thei cost cannot be
reasonably detormined, inwhich case, they shouid be reported os goodwill, Also, i there « ao
et marke: for these assets, they Shoutd be wittan down 16 the excoss of the book value aver
the purchase orice of 10 zero, These assets are lsp subject to periadic mpaiment evaluations
Amontization of goodwit should be rported in operating expenses.

Aczarding Lo the adoption af this Bulletin, the anicrization of goodwill for $19.646 in 2003 snd
520,426 in 2002 is presented as part of opevating e nte




(8) KEDGING I

2)

Commodity SWAPS &
I

Some of the GIS3A wbs engaged in products use indirect raw matcrisls
in their hasc processes sych as Naturat Gas and Copper (Commordites), whose prices are based
on the supply and demaiid parametars of the mam international markets. To sechuce fctuation
sk in the international prices of Commodities, the Cammpany and some of the subsidiasies
selectively use “Commadity SWAPS™ (SWAPS). To contract these instruments. the Company
establishes notional volmes to ba expandad and sets  price for each raw mataria! with the
counterparty, which allows hedging the risk of the increases and decreases i the price of the
commodity for up to tholtheorotical volumes set in these contracts.

During 2003, one-of the £ompany’s subsidiarics used copper SWAP agreements, which gemerated
gains of 104 doflars, As of Dacember 31, 2003, one of the subsidiarics has a SWAP agizement
tuodging 40 metric tans of Copper por month that expies on December 31, 2004. As of December
317, 2003, there is 3 net asset position of 342 dollars.

On the other hand, charing 2003, the Company and one of the subsidiaries used SWAP agreements
and options on the price of Natural Gas, which reatized osses for 7,379 doftars. As of Decomber
31, 2003, there are contracts hodging 563 MM BTU's of Natural Gas, with joint expiration on
Docember 31, 2006. As'of Decernber 31, 2003. there is 3 net asset position of 6,404 dallars.

Foreign exchangs
As of December 31, 2003 theee are difiesent foreign custency flow exchange conracts, ropresenting

hadging instruments to feduce the exthange rate fhuctuation sisks betwoen the U, dollar and
the Mexican peso.

As of December 31, 2003 thore i 3 cuimency prrchase commitment for 24,751 doflars whose net
assat position st closing [s 829 dollars.
§

{5} FOREIGN CURRENCY POSITION AND EXCHANGE RATE

The cquivalent in dollars of foreign currancy assets and abilities as of December 31, 2003 and 2002

is as follows:
R Dollary
Currant dssets $9.594
Lessc- vt C
. Cumeniliabisves -, - 4,109 40,749
Lang:tarm lisbitiics 231707 259,875
Exgass fwisifities byor dgvets "
“foroign cumancy - 236222

The LS. dollar exchange rates 23 of Docomber 31, 2003 and 2002 wese $11.23 and $10 46, respectively.
A5 0f Febauary 4, 2004, it was $10.85

As of Oecember 31, 2003 and 2002, the Company and its subsidiaiics had the folowing toreign
cumency non-menctary assets pasition, or assets whase replacement cost can be detprmned only
wn loreign curreacies:

. Dottans .
) 2003 202
twemtorios. LT T 18,228 22252

- Machinery and éqeipment . . ‘ 438,181 399,835
. B . 452,401 422097

The foreign cumency transactions, exchuding imports and exports of machmery and equipment, for
the yesrs ended December 31, 2003 and 2002 are tummanzed below:

A Dotiars

2003 2002

Sates B N 318,894 253078
Purshises - . 122,069 93301
Technical assiiance ‘ 0252 Q280
Interests - ¢ 5.42% 12,133}
Cthers. 229 .84

172,858 120,555




Foraign currency saics include those mate in Mexican toritory in U.S. dollars payable in domestic
currency a1 the exchange rate of the caliection date and amount approximately in dallars 10
141,293 in 2003 and to 119,200 in 2002.

A condensed and combined presentation af the batance sheets of the formign subsiduaries as of
December 31 2003 and 2002, is shown below, canverted to pesos at the exchange rate of closing
of the year. !

Currers assets.
"“Netfised assens
Cither wssems

- Total assets

Shortiterm lisbilitics
Stockhetdrs’ oquity
Toret Kabiies and stof

(8) TRADES RECEIVABLE i
f
;
The wades receivablo ba‘%me s decreased by the afiowance for doubtful accounts of $45,255
in 2003 and 538,699 1n 2902. respectivety.
|
{7) OTHER ACCOUNTS REEEIV_ABLE

As of Decomber 31, 2003 and 2002, other accounts tectivable are integrated as follows:

3oy
Accounss recakable §om non-commercial T
activities {
Rotundable value added tax
Refundalie income tax

(B) INVENTORIES

As of December 31, 2003 and 2002, inventories a1a mtegrated as follows.

Raw material $ 350088 $ 333198
Worchprocess 77 80,384 28,210 -
h $ 238,308 282,046
50,744 .

19,5% .

EALARL
32042

10047 .

. 87076

19) INVESTMENT IN SHARES OF ASSOCIATED COMPANY

The investment in shares of assaciated company is recorded for by the equity methad, considering
the results a0d equrty of the issuing companes. The bafance of tis sccount 1t mtegrated as faliows:

*Contribion o bogk vahis an the purthase date 5 5789 57,89
Equity in subseguent changes in the stackisolders’ .
. eduly ol associdted company

A condensed presentation of cortain audited fnanciat information of the balance sheet and ncome
statempnt as of December 3%, 2003 and 2002 of the company of the nvestment 15 shown below:

202
Cunor geseis - . s 3sae
Propory, machinery and cauipmen 80,218
o Othet smsets ’ LY
Totolessits s 1302
Curont iistiliies s BsTR § 1e.ms
Long-tovim Jisbikties 16,327 657
Stockholdin squity $26,628 110025
- Aotallisbes snd stockhoidees cquiy s_ 13028
S L, ! . L
Noteshs | 0 - 5 12023 t 89
Oficratig ncoma REETEY
Netincome toss) s 16432




(10) PROPERTY, MACKINERY A‘{“” EQUIPMENT

As of December 31, 2003
analyzed 25 follows:

 and 2002, the investment in property, machinery and equipment are

tond . L
Buildings . 1,519,269
Machinery and squipmen 4,882,760, .
Traasportation vahicles, . 328

* Fumiue and fixtures 128,089

3 204308
715,089

24818 7"
10.458.965
5025472

As of Decomber 31, 2003;
Plant (Auto parts project,

43349

the iwestments in process account is integrated mainly by the ispuato
ithin Metak Mechanic division, for $468,092, which will begin operations

in the fust quarter of 2004. It alse inchudes the investment in different projects to manutacture

x
aluminum and iron bl

Beswdes, s tem inclodes,

locks and heads for $170,822 and $69.436, respectively

ceramic coating, on whi
invesiment amount 10 $9;

n process for the of a new plant ta manufacture
h 42 mitfion dolfars wilt be invested. As of December 31, 2003 the
797,

(11) INTANGIBLE ASSETS

L Accuriuloted

i wilorimation” 112,474 21.229) [5.81

Developmemt Lobor
Biands  costend othens  obligations
» Gooawwlll and patents note 2 g) inote 15} Total
$ 454952 5 109522 $ 249019 § 72836 $ 884151
#7355
5. AJ]8, 5. 8835 S 1B § 72838 597,

Devolopmers Laber
tos aad othors  obligations
foreze)  more’s)  Toml
' Bakancos i of. .
‘Detémberd), 2002 §° 487.946 & 109534 § 243798 % 78387 & 88947S
Blsvelopment cost . 5,221 s.221
. npiirment losies .
Cdwrgedtoresits L (12.990) {12990
+ Dthar changes .
. odk value sy BI5H
. Batances as o .
Decimbar 31,2003 'S_45¢95  § 109544 §_229019  5_J2e36 _ § 88615)

Developmeni costs and others s comprised mainly by capitalized expenses conesponding to
the developmont of EV-6 project 10 manufactutg blocks and sluminum heads i the Motal

and

ofthe

Machanic dwisian, and by the expenses of the
new resousce plancing sysiem.

{12) OTHER ACCOUNTS PAYABLE

Other accoknts paysble 1s intograted mamly by provisions of differcnt services and foes, taxes
wwithheid aed by the unpaid vacation provision ot closng lsee note 3). Furthermore, this accaunt
inchuckos cortain severance provision as » resull of implementing the Lean Manutscturing pracesses

(See note 17).




{13) LONG.TERM BANK LOANS

As of Decembar 31, 200

" Simdicatad credit greathont with sovers! barks with »
 cummont balance 9f 13005 million dollars, payabiain fivo
years, beginning in 2002 and untl 2007 with 2 2:5-year
gracn pericd is-capital, e clrrant raw s Lioos phes 1,375
pezcentage posnts and il romain 50 untl March 2005;
Horn that dromens aad it March 2006, Libior pls 1625
percaniagn ponts, from Maich 2006 and untif the end of

the credit bia # Marh
175 poscentage poins
Boston, WA The dredi

he administrative agent Is Bark
socird by séme subsidiaries,

Sysidicatad credit sgriemain with severst banks with 2
st botance of 385 U5, rilhon doliars paysbls in five

years, begiing iy 2001 3nd unt 2006 with a throe-yoar

grare podod in capast. Tha current rate is Libor phs 1.25

percentags points and

i icimain sa until April 2005;

4rom hatmoment snd Uit Apdl 2004, Libor plus 1.375

Pperksntags poime fom

Aorit 2004 wnts Apeil 2005, Libor

P 1375 perconitege points; ior Aprit 2008 et onsl

the =nd of the credi e

tibor plus 1425 5

“The agent bank s

BBYA:Bancemey, 5.A. The credit is secuied by some

subsidiaries.: ;,

Other tang-térm cradn
batance of 25.7 mifion
T 2008,

Conmacis with an outstanding
5. dolars with joint expration

Long-teri oredit contract with Bank Boston, SA with s
current batanca of 34 Simillian pésos, payable in four

years beginning' 2003
13.125% doedd, !

Toal

v thiough 2007. The rate &

Les; curvent posion of fng-term debt

Met.

D07 the sate. will be Ubor phus

in At 2006, the rate willoe -,

and 2002, bank loans are integrated as follows

2003 -

5 1480360, % -

The long-term bank loan installments beginning n 2005 arc as fallows:

Doflam Pases
100 842 $ 10318
79,083 1133

3,307 4,060

Some of the credit agreements mentioned abavo cstablish for Grupo industrial Safitlo, 5.4, de
CV.3nd subsichancs some bmitations for the payment of didends, restctions on cortam financial
ratios and investments, which have been fuffiflod bt of the date of the consaldated balance sheet.

{14) LONG-TERM SUNDRY CREDITORS

As of Decamber 31, 2003 lang-term sundry credutors 15 comprised mostly by the batance of a
iang-tesm debt of 19.8 miion dalars, vo Hycio Aluminuum D X
GMBH, 2 stockholder of such subsidiary, of which 3.8 million U.S dollars accrue interest at Libor
rate plus 1.7 percentage poimts and is peyable in 2005 and 16 mitlion dollars that accrue mterest
at Libor plus 2.15 percent points and is payabile o 2006,

instaliments of this long-term debt, beginning in 2005 are as foliows




(15) SENJORITY PREMIUM AND PENSION PLAN
! The most important assumptions used in determiining the net penodic cost fincome) of labor

The televant informatian of the actuarial calcutation of the seniatny pramium and pension plan obligations are the fofiowng:
a2 of December 31, 2003; is the following: E s e
: 1 Divcount rete 1 rellect the prenent vatua of
U Gbligations %
~. nerement fite in the tovels of fuwr weges %
Curtent benet obligations From the implementation of programs directed 1o make the oporations of the subsidiaries of the
Company mare afficient, dunng 2003, the Company make and important adjustment 1o the labor
Projucted banefit obiigations stafl (sce note 17). This process momentarily atlows the early sattiernent of labor obligations
Plan agsets

Emancial position
Non-amortized transition, (assets) hadilises

N iances iptions and

According to Builetin D-3, “Labor Obligations”, when the reductions and/or seftlement of
obhigations are significant and can substantially shect the elements of the remuncration plan
Upon retirement, new sctuarial calculations should be made

experience. sdfustments
Net projectad assets Habilties)
Adedrionsl habilitios

The figures presented in this note are the result of this new actusrial calculation and the effects
ot the eady reduction and settloment af the abligations are shawn bekaw:

< Pansion plom;

#e1 cost fincoma) of perind Reduscrion of pemonnet $ 1973
Amortzation pecod of Early retitement extinction 01,218
cornyiorward itams Canzadation of stlowence
Thé ret cost lincome) of pesod s intograted 25,
foticws: S oo
Labor £ost 8345
Fnancial cost

Retem on assets
Amertizston of transiton obligation
Personnc] redicdon effec
Early retirement effect

(16) STOCKHOLDERS' EQUITY

s Stockholders’ squity movements

T 4 T T At an Ordinary Annual General Meating in Aped 2003, the stockholders agieed to distribute
; . divigiends for $174,340 (§172,366 nominal) from earnings of previous periods, The dividend
por share paid was $0.60 pesos.

K Common stock was increesed by $12.295 anc $6,420 in 2003 and 2002 respectivaly,
covesponding 1o the acquisition and femporary placement of own shares,




{17) OTHER EXPENSES, NET

b) Commonstock |
Carmon stock is episented by 287 277 thousand cammon nominative shsras, without pas
vatue, Fixed common stock is $50,000 (nominal value) and the veriabile capital stock 1s $133
{nomnal valuel; common stock includes $778 (naminal vatue] in capitalized earnings. As part
of the contriuted cagial. $12.803 (nominal value) conesponding 1o addiional paichin capital
are included. i
The restated stockhaldar contributions as provided for by the 1ax fow may be refundod o
stockholders tax-froe; Any refund in excess of tax amounts will be subject to payments of tax
according 10 the incdmo tax law, As of Decembier 31, 2003, the tax ameunts are simitar 10
the amounts prosentéd in the consolidated batance shoess.
[
€) Retslned sarnings |
i
Five percent of net icome for the yesr must be sppropristed 1o the statutory seserve, untit
«t reachas one-filth ;4 cammaen stock, This reserve s not susceprible to disbibution 10
stockholders during the existonce of the company, oxeopt s dividands in sharcs, The statutary
«eserve a5 of December 31, 2003 amounts to $383.156.

Earnings of the subsidiaries recognized under The equity method cennot be distributed to
the stockholders,juntil the holding company receives them as dividends,

Eamings distributed as dividends in excess of taxsble income, wikl be sub;ect 1o payment of
tax pecording 10 the income Tax Law establishes, herefore, i applicable. anfy 67% couid be
distibuted to the stogkhokiers.

i
i

in order to increase productvity and the use of fixed assets, same of the subswiarics of the
Company implemanied the concept of Lean Manufactunng, These effects brought dbout mainly
chargos 10 results for the fecognition of impsimment of lorg-Trved assats, particuturty for the plastic
injection business, tablewar items and bathioom fixtures, write-of of Ron-productive assets and
persannc!

: these are not part of the nonmal course of oparatians,
their effacts are proscrted in other cxpenses, net.
Kl

Besides, the benefit for the recovery of the Salary Credt Substitutive Tax (ISCAS] paid in 2002
and betare is included, since the Company recently obtained o faverable sentence hom the
tawsuits filed for that purpase. Simitarty, ane of the subsidiarics won a fawsuit refated to the
classibication of occupstional hazards paid ta tha Mexicon Social Sceurity institute {IMSS), which
transiated in the refund of the excess foes pand.

The eHocts ara integrated as follows:

2003 2002
impaimont rocagnon of fong-tved atscts s 124050 § -
Wi off of nom-prodicte assets azgss 74,283
Personnel setdements : ' 53277 81743
Rebunsfs of compensatary feas fom dunping . @6,300}
Refunds of taxas paid in prior years and of axeess
fees paid 10 IMSS 64.697) -
Goadwill canceitation 46,713} .
Other tincore) expenses 42,018 21,220
[ 91754 S 101176

{18) SNCOME TAX (ISR) BUSINESS ASSETS TAX (BAT) AND EMPLOYEES' STATUTORY PROFIT

SHARING (E5PS)

Accorging 1o the tax taw in force. companies must pay the graatest of IT snd BAT. Both taxes
recognize the efiects of inflation. atthough differantly from tha generaly sccepted sccounting
principlcs. EPS is cakulated on practically the sama basis as fT, but without recognizng the efiects
ofinflation.

BAT Law establishes a 1.8% tox o assots, restatod w the case of mvemtosies, property, machinery
and equipment and deducted some fiabilities.

The Company and subsidiaries calculate 1T and AT on a consofidated basos. Therafore, the
anounts praseated in the tivancial statements are the ¢

tosut for these taxes. The amount presentod for ESPS teprasents. the sum af the mdisciuat iesults
ol each compary.




The attributable tax and £PS expenses were $184.979 and $162,218 for the yoars ended Decembes
317, 2003 and 2002, respectively and are distributed as follows:

1T 5ndd ESPS axpense;.

Tument” .,
Ceferied:, .5 4.
To13{ T 3nd ESPS erperis

The 1ax effecss of the temy
tax assets and fiabihi

Doforstt st i)
Accariathd exprrsa

-+ Taxlossas coryforwand

Cthers

Totat detered disets

Ocfomcd hatifities: ..
inardorios

*\Frced sisets
Gwers

‘Total defarrad Jiabeics

Siditotat defomad infom
Rotundoble bsinass a

Aatad dhedaned icoime

The Company has ot rec
subsidiaries and associat
and provious pears, since
and taxable in the near

S SeR S 208578 .. 17088, 180107

59560 49,981} 2 Llsie
157,847 S 155724 1o B A98

borary diferences that give rise to significant portions of the deferred
s as of Decembar 31, 2003 and 2002 are tisted below:

2003
eyabie -, s 152968 L 42278
: Lo em2a? . MR 0dses,
. G isgna

353452 839165E

. £ W

s An3g
702,114

115009
1,153,447

¢22x fabitics
et X

fisbitias 5731884

ognized 5 deferred tar fiability, related t undistributed camings of its
d company, recognized under the equity method, originated in 2003
@ cunently does net expet these undistributed eamings to be reverted
uture. This defered hlabiity will be recognized when the Campany

estimates to receive these undistributed earmings and they ane Taxable. such as an mstance of
sale or disposal of as invistments in shares.

The deferred 1T sollfarward for the year ended December 31, 2003 1s presented below:

. Boginning déferied I batance
- Teffacton:., T
Resits . .
Stopkhalders’ eqlity -
Effct fiom purthase of subsediory
Eftect from sak of subsictiay
BAT of the yosr :

| Deferred incama tex as of
Decemtied 31,2003

A now tncome Tax Law was onacted on January 1, 2002, The lew provides for 5 1% annual
reduction in the income tax rate beginmng n 2003, so that the rate 13 32% n 2005

2003
$ 503282

59,580
129937

§ 731668

2002
5 624060

199.951)
62,264

132,665
4,339

$ _ 503,282

As of December 11, 2003, 1ax losses camyforward snd the refundable BAT cxprre 3s follows:

Restated amount 4 of
Deccmber 31,2033

Tax kosscs
comvionand

Rofundabie BAT

1,830
19,434
13,635
13,169
15,685

5,144

8829




'
119) SEGIMENT INFORMATION Geographicat Sales per Brvision

Thice divisions itegrate the campany: Metal Mechanic, Building Products and Home Products.

Fhe relovant information of the dwisian s the following;

-

g L
Prddacis Domestic H - 2965873 21406 3887299
; Expont . 505533 1547 3143487
Outside sevenuzs 3571404 Tetwl S 2260883 3571406 99077 702899
intorsagmont : Sk December 2002
raveraes 5 5 .
i : Motat, Buitding Horme
Openving . C Mecharic Producyy Products G
- ncome L5 4043 513377 ) o
; e Domastic s . 3,550,590 913441 4,004,031
Net i 24,528 1,431 by : .
i reme o QS - Bxpent 2702594 435080 7943 3,217,080 -
. ) .
Totslsscs . 8 56489 _se94300 ot s Tarmsu _yessro _ewAn _jazioss

Toto! fisbikilies

fong-lved assets
and wiate ol of

< hon-productive
Lot .

Matat Bulding, Home | S 3
Mechinc | Producss - _Progucs Ebminition
Outsesovenscs S 2702544 3426 ‘902871 .

Intersepment o W

sevanues B 1725

“income s, 235337 593,700 e 915877
Netincome s homy _ 17296 e 228,899
L T - Toone o T

Total assets 8 932 5252708 18443090 - 19,860,390
Touat habilives 3 2839763 11423077

Depreciaton énd l R B o o ;
smatization s 252,837 2012387 - B 517,392

| wio oot non g
« productive assets 74;283




{20) EARNINGS PER SHARE “‘ Resources obtamed fiom tha issues wrll be used for the early payment of the syndicated
: ciedits cffectve as of Decembor 23, 2003 mentioned 1 note 13 for $1,460, 160 and

Bacic eaming per share 15 Cakulated by dividing the majority net income by the average number $954.720, respectively

of comman shares in circdlation dusing the year.

! As part of this financial saategy, Cross Currency Swaps dedvatwe financial imstiument
The weighted average nufiber of shares for th calculations were 284 £53 and 263,285 {thousand oparations were conductod, thiaugh which $702.7 million pesos of the ficst ssue and aft
shases) in 2003 and 2002 /sespectivedy af the $507.5 miflion pesas of tha tnd wsus were converted to dotars, this ranstated
4 into & reduclion of the weighted cost of the debt denominated in dollars, since the tost
of the paion mentioned m this paragraph wese set 81 Libot + 310 base paints and Libor

(21) CONTINGENCIES AND COMMITMENTS. + 123 base points. respectivaly
2) The Campany, through its subsicharies, has an electrc encigy use agreement with (berdrofa b) On March 5, 2004, the Company made an corty payment of 130 miflion doltars on captal of
Encrgia Montomey, S.A. de C.V. This agreement will stow  to purchase 40.5 Mw monthly st the syndicated tredh, whase agent bank was Bank Boston N.A,, settfing the credit in full as
a price refated 10 the Snergy production cost. This agreement was signed in September 2001 of that date
Yo 25 yoars.

(23) NEW ACCOUNTING PRONOUNCEMENTS
b) There is » contingent fiabifiny from the labor obligations mentionad in note 2().
Financial instruments with charactersstics of liabiiities, equity or both
€ The five-year peviod prior 10 the most recent income tax retum fiied is open 10 govemmentat

15 examination, in May 2003, e Mexican Public Accountant tnstituie issued Butletin C-12, “Financa instumants
with Charactenstics of Labilities, Equiy or Both”, which i mandatory begmnmg Janussy 1, 2004,
although carly applitation s encouraged. Butietin €12 futflls tha prowsions contained in oer

(22) SUBSEQUENT EVENTS butletins, related 12 issuing complex financral instruments, and adds the convenient standards
" 10 provde more complete solutions 10 the gencral problem. Consequently, itindicates the basic

a) Under the Stock Certificate program of 53,000 mitlion peses that GISSA has filed with the diffevences between Liabrities and stackhalders’ cquity; it establishes rules 10 classity and vatuo,

CNBY, on March 2, 2004, the Company filed belore the investing public, $2,160 mithon pesas. in the initel recognition, the liabilay and cquity companents of the combined instruments; and

This filling was integrted by three issics desuribed below: 1 establishes disclosuse rulcs for combined financ ) mstruments. The financial instruments should

. be chassified a3 kabuitios o equity, n accardanco with the rules of this Bullete, at the beginning

1. The first isue forla Totel of $822.5 million pesos, 1o 3 years, with » coupon of THE 1 28 of the atcounting penad 1 which 1t is applred lor the fisst tme, without reformulating the

days plus an everate of 0.70 porcent and 8 filling price of $99.134571; companatrve information of previaus panods, ot recognizing 3 beginning sccumulated effect in

i The results of the period in which the Butletm is adopted.

2. The second issuft for a total of SE3Q million pesos, 10 7 yeers, with an interest rate
equivalent 1o CETES 1o 182 days plus an ovesrale of 1.39 percent; and ' e Company estimazes hat the sdoption of s Butletin will not have 8 materal effect on its
11 : financial statoments or rusults of Gperations.
3. The trd s lot‘z total of $507.5 miflon pesos. 1o 5 yoars, with 30 intercst rate of 9.10%.

J
|

The three issues were sehiled on March 4, 2004, obtaming credt ratings by Standard &

Poors, 5.4 de £.v. of “meAA” and by Fch Meico, S.A. de C.V. of “Adimes”
|

i T . These notes are on rntegral part of the consolidsted financmi statements.




COMD/’\I‘!/\TIVE STATEMEMNT
Or- CINANCIAL ROSITION

i December 31, 1999 10 2003
{Thousands of Mexican pesos of purchasing power as of December 31, 2003)

2003 2002 2001 2000 1999
ASSETS
)
Coment . . 3.973.078 34614357 12,906,339 10 SU15754:
Fued o 5003407 3433493 4 02
 tvestment i shares [
of non-conschidated ubsidisry 5905 | sdas8
Orther i 732597 778080
Total Assets 10798387 . 9880390 ° B749.440
[ g [ TSNP
i
i
LABILITIES (|
Shortagrm Wl 1504585 1390370 o163 0 NI4T 4067
*Long toem T 3.3;169,!92 3402505 -, 2626005 12252 BBV 2 19.0YS
s - i L o i
Totsd Liablities 5377 4713875 . _3789.831 ¢, 14794758
}a
STOCKHOLDERS' £QUATY “‘
]
Majority - S masase 483876
Minority. . Segpas [5204%0
AN C l T
Jotal Lisbiltes & | i . s g
Stockhoiders Equity 10798387 6880350, | BId0.ae0 87860080 £887,5000 ¢

2003
Pot Sates * " 7028908

COMPARATIVE

INCOME STATEMENT

For the yeaes ended December 31, 1999 1o 2003
{Thousands of Mexican peses of purchasmg pawer as of December 31, 2003}

2002

R.B21.085

-6,373,052 6.405,208

2001 2000 1999
7414410 8,341,654 8,199,093

46,401,699 223157y £320,241

i
Net smeome cf majority intes

207153

228,499

e

715677 122 1.110,083 1,678,653
410,460 32N 60,702 (145,384)
101,328 201847 851 2542
intome bedose' w;s,,mm“ oy bk
Stantony profi sharig, Sharing n” (.2
the resisis of non-ccnsoidatod
subsidiary 8. ety inthress 402,291 807374 104233 1,826,580
incame tax & emplayoes' stanory., .
prott hading * 0T L . 162,218 362203 342,647 565,347
* income bafors Hartig'n the resutts of
nonohsofidated witrtidiary and minodty
Cimorest© F 220754 282673 505,171 599683 1,161.289
 Shacing in thé cesults of ridh-congolidated
subsidiary o LT ke 5220 0 2.709 [
Minority inevest, o0

476,430 683,584 1,185,699




/\LJDI_ING COMMITLELE

il

REPORT

Saltillo, Coahuila, March 30, 2004

To the Board of Directors of Grupo Industrial Saltillo, S.A. de C.V.

Dear Board Members:

On behalf of the Auditing Committee of Grupo Industrial Saltillo, S.A. de C.V. {the “Company”), and as
established by the Fifth section of article 14 Bis 3 of the Mexican Securities Law and recommended by
the Code of Best Corporate Practices, | hereby inform of the activities undertaken by this Committee
during fiscal year ended December 31, 2003.

a)

by

d)

e)

Analyzed different alternatives and recommended to the Board of Directors to continue with the
services of the current external auditing firm. Also recommended adherence to the Code of Best
Corporate Practices as it relates to the Company and its external auditors.

Interviewed the Company’s external auditors with the purpose of verifying that they comply with
the requirement of independence and confirmed observance of personnel turnover as applicable
since 2003, thus meeting the corresponding legal requirements.

Reviewed, in conjunction with the Company's external auditors, the analysis and comments
prepared during the audit, as well as procedures and their reach, thus assuring they would be
made with the highest possible level of objectivity and that the financial information would be
useful, timely and reliable.

Collaborated with the Company's Board in supervising the compliance of the auditing contracts
as well as their evaluation.

Maintained sufficient communication with external auditors to update of the progress of their
activity as well as any observations they may have as a resuit of their revision of the Company’s
and its subsidiaries’ financial statements for fiscal year 2003. Furthermore, together with the
external auditors we analyzed their opinion of those financial statements as well as the notes to
such statements. After considering the comments made by the external auditors, who are
responsible of expressing their opinion on the reasonability of the financial statements and their
conformity with generally accepted accounting principles in Mexico, it was recommended to the
Board of Directors the approval of such financial statements for presentation at the Annual General
Shareholders’ Meeting.

Confirmed the existence and functioning of the Company’s internal controls to assure the
compliance of the different legal requirement to which it is subject to.

Revised and analyzed transactions with refated parties and found them to be of little relevance
for the Company and undertaken at market conditions.

Received and revised ongoing reports related to the advance of the Company’s and it's subsidiaries’
internal auditing programs and reviewed the advance made and results of such programs, which
include establishing areas of opportunities to improve the effectiveness of control systems and
the quality of the financial information, by applying and following up on corrective measures.
The Internal Auditing Department's reports were submitted regulady to the company’s management
team, directors and those in charge of the business units.

This was accomplished with the purpose of complying with the requirements set forth by the Mexican
Securities Law, and any other functions bestowed upon this Auditing Committee by the Company's Board
of Directors.

Sincerely,

Lic.WReyes-Remna
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